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FOREWORD 


At the Plenary Conference of Prime Ministers and 
Premiers held in Ottawa from November 26 to 29, 1963, the 
Prime Minister and Premiers egreed to hold another conference 
early in 1964 and accepted the invitation of the Prime Minister 
of the Province of Quebec, Mr. Jean Lesage, to hold the meeting 
in Quebec City. 


On December 5, 1963, Mr. Lesage wrote to Prime 
Minister Pearson stating that accommodation would be available 
in Quebec City for conference delegates starting Sunday, 
February 23 or Sunday, March 1, 1964. Mr. Lesage suggested 
that the Prime Minister contact the other nine premiers to see 
which date would be most canvenient. 


On December 31, 1965, Mr. Pearson acknowledged Ir. 
Lesage's letter and wrote to the provinces. Some of the Pprov- 
inces replied saying that the proposed times were too early 
in the year, and after suggesting later dates to Mr. Lesage, 
the Prime Minister wrote again to the provinces proposing March 
41 as a possible date on which Quebec could accommodate the 
conference. All Premiers except Mr. Lloyd of Saskatchewan 
replied that they would be able to attend the conference on 
this date. 


The Conference convened in the Legislative Assembly 
of the Quebec Parliament Buildings on Tuesday, March 31, 1964. 
Sessions were held during three days, ending April 2, 1964. 
Prime Minister Pearson and the Minister of Finance, Mr. Walter 
Gordon, presented written statements, as did Prime Minister 
Lesage of Quebec and Premier Robichaud of New Brunswick. 
These four statements are reproduced in this booklet as 
officially presented. Otherwise, all the meetings of the 
Conference were held in camera. 


A previously agreed upon agenda was used as the out- 
line for the discussion. This agenda is also reproduced assis 
a list of the conference delegates. 


The main part of the Conference was spent in discussing 
federal-provincial fiscal relations, principally shared-cost 
programmes and conditional grants. It was agreed that the _. 
federal government should immediately enter into detailed dis- 
cussions with the Provincial governments over contracting-out 
arrangements for certain shared-—cost programmes of a permanent 
nature involving annual expenditures. The problems of mutual 
taxation and tax exemption between the two levels of government 
were also discussed. It was decided that a special body, to 
be known as the Tax Structure Committee, should be set up to 
study federal-provincial fiscal relations generally and to make 
an initial report to the Conference by early 1965. This 
Committee would consist of three federal ministers plus one 
minister from each of the provinces. 


Federal proposals for a Canada-wide programme of loans 
to university students and an extension of family allowances to 
cover 16 and 17 year old students were discussed. Agreement was 
reached that the provinces would be consulted before any federal 
action was taken. 


Problems involving the relation of the proposed 
federal pension plan to a proposed Quebec scheme of a similar 
nature was also a main topic of discussion. 


Other topics discussed were future federal-provincial 
liaison arrangements and the calendar for many different types 
of federal-provincial meetings for 1964, a proposal to extend 
the hospital insurance programme to cover mental health and 
tuberculosis, participation in Expo 67, off-shore mineral rights, 
proposals for further highway construction assistance, the prob- 
lem of hate literature, the taxation of public utilities in 
Alberta and Newfoundland, and problems concerning unemployment 
compensation. 


After the concluding session the Conference issued a 
joint press communiqué describing the topics covered. This 
communiqué is included in this booklet. An appendix includes 
a list of federal and provincial representatives and advisers. 


Suggested Agenda 


Ay Relations between shared-cost programmes and fiscal 
arrangements, including the implications of contracting- 
out. 

1 i i Canada Pension Plan. 


a I Es ees Reciprocal arrangements regarding taxation of government 
departments and agencies. 


IV. Other aspects of fiscal relations. 
We Federal proposals regarding loans to university students. 
VI. Liaison arrangements, with particular reference to 


calendar of meetings for 1964. 
Vile Report on Canadian 1967 World Exhibition. 
VIII. Other matters. 


Statement by 
THE RIGHT HONOURABLE IL. B. PEARSON 
Prime Minister 
of 
Canada 


CONDITIONAL GRANTS AND SHARED-COST PROGRAMS , 


In my opening statement at our meeting last November, 
I suggested that we should approach that conference as the 
beginning of a new chapter in federal-provincial relations. At 
this conference, certainly, we are continuing with the same 
chapter, but whereas the main cross-heading in November was 
fiscal arrangements for the financial year which is now upon us, 
today it is shared-cost programs; the results of our discussions 
will be reflected not in 1964 but in 1965 and subsequent years. 


I will begin by very briefly summarizing the federal 
approach to this problem, which I set out on November 26. We 
believe that in the past shared-cost programs have been essential 
to remove the obstacles created by the uneven fiscal capacity 
of the provinces and the competing demands on provincial treas- 
uries. These programs have made an essential contribution, I 
believe, to the economic and social progress of Canada, and to 
the reduction of regional unevenness in that progress. However, 
changing conditions - including, above all, the development of 
our system of equalization of revenues in the shared tax fields - 
now offer us more alternatives than we had in the past. It is 
appropriate, therefore, to consider whether some of the shared 
programs should now be changed, with federal withdrawal and a 
full assumption of provincial responsibility. 


In the first place, what are the programs we are 
talking about? The general phrase "conditional grants and 
shared-cost programs" covers, as we all knov, a great number of 
varied arrangements between Canada and the provinces. Funda- 
mentally, however, the programs divide into two kinds: one, 
those which provide current services; two, those which finance 
capital projects. The prime examples of the first are hospital 
insurance and the four welfare assistance programs. The 
capital programs include the Trans-Canada Highway, ARDA, and 
the construction of technical and vocational schools. 


With capital programs, the expenditures on any one 
project are for a limited) time. dm effect »,ithe, federal and 
provincial governments are sharing in building a highway or a 
dam or the like. When it is built, the expenditures stop. 
Thus, while some of the programs are fairly long-term, they are 
not permanent. Their number and extent depends on a continuing 
series of decisions. The capital programs therefore are, by 
their nature, a flexible instrument of federal-provincial 
cooperation. How many new projects are started, as existing 
ones are completed, will depend on changing conditions which 
none of us, I am sure, would claim to foresee, 


It may well be that if, as we certainly should hope, 
economic development over the years results in provincial 
governments becoming more equal in the relation between their 
responsibilities and their resources, the need for the federal 
government to share in the costs of capital projects will 
diminish. But that, if it happened, would not. be a withdrawal 
from existing programs. It would be a natural run-down, 2S some 
programs end without others taking their place. There would be 
no alteration of commitments and therefore no fiscal compen- 
sation involved. Indeed, the concept of tax changes equal in 
value to the expenditures foregone obviously is not applicable 
to programs which by their nature involve very different 
expenditures from year to year. 


This run-down of capital projects, as all provinces 
become more able to finance them for themselves, is a possible 
and desirable development. But it is not inevitable. We can 
all imagine economic conditions taking shapes that would make 
more shared programs necessary. That is to say, the federal 
eovernment's general responsibility for employment and economic 
activity in the country as a whole might, in circumstances of 
Slow economic growth, require us to initiate more, rather than 
less, capital programs jointly with the provinces. 


That is not a decision that we in Ottawa should or 
could ever take alone. Federal power in this field is 
restricted to taking initiatives, to putting proposals to the 
provinces. New programs cannot be started unless at least two 
parties agree to do the sharing. There is, therefore, no 
question of undertaking such programs without consultation. 
But, in the general interest of Canada, the federal government 
should be willing to take the initiative and propose new joint 
programs if and when economic circumstances require them, even 
though the general trend is away from such programs. 


These, however, are issues for the future; bridges 
which may have to be crossed at a later date. The present 
question is: what changes, if any, should be made in the 
existing shered programs for current purposes? 


Provincial governments have been aware for some time 
of the federal government's general approach. If provinces so 
wish, we are prepared to consider transferring to them full 
responsibility for shared programs that involve regular 
expenditures and are well established. In return we would 
alter our fiscal arrangements in such a way that the size of 
the expenditures transferred would be closely matched by the 
extra room made available for provincial taxes. 


Such a change cannot be made by our decision alone. 
The existing programs are covered by agreements which in the 
major cases run for several years ahead. For the period of the 
agreement, we can completely withdraw from the program concerned 
only if all provinces so wish. 


Therefore the only early change that we can make by 
federal policy, without the unanimous consent of the provinces, 
is to allow contracting-out. That is to say, the federal 
government would withdraw in the case of provinces that so 
wished but maintain the program for provinces wishing it to 
continue. 


Even on this basis, the federal government's freedom 
of action is limited. Let us take as an example by far the 
largest of the programs, hospital insurance which in the 
fiscal year now beginning is estimated to cost the federal 
treasury over $400 millions. The agreements with each province 
provide that it will receive 25% of the per-capita cost of the 
program in the province plus 25% of the average per-capita cost 
in all provinces. Thus, if one province were to exercise a 
right of contracting-out and then departed from the existing 
scale of the program, as it operates under the agreement with 
all provinces, the present basis for calculating cost shares 
would disappear. Contracting-out by one province would alter 
the amounts due to other provinces under the agreements as they 
stand. 


Accordingly, for this particular program, there is 
only one kind of contracting-out which it is directly in our 
power to implement, pending re-negotiation of the agreements 
with all provinces. It would be a revision not in the program 
but in the related fiscal provisions. ‘That is to say, a 
province that wished to contract out would undertake to continue, 
for an interim period pending revision of the existing agree- 
ments, a program identical with the program provided in all 
provinces under the agreements. In that event, there would be 
no effect on the federal payments to other provinces. The 
difference for the contracting-out province would be that it 
would not receive payments from the federal government but 
instead there would be a financial equivalent in the form of 
an increased abatement of federal taxes for residents of that 
province’. 


This would be, I recognize, a rather rigid kind of 
contracting-out. It must be understood, however, that it is 
the only kind we can provide without re-negotiation of the 
agreements with all provinces. If such re-negotiation is 
agreed to by all, then of course we can consider a more 
flexible system now. Alternatively, greater flexibility could 
be achieved in time by our giving notice at an early date of 
the federal government's intention to make thorough-going 
changes in the agreements. While the notice period required 
is lengthy, it would be advisable to consider at this conference 
whether such action is desirable. 


We would propose that the compensation, to a province 
contracting-out in this way, would take the form of equalized 
tax room in the field of personal income tax. The amount would 
be substantial - for provinces as a whole, of the order of 12 
or 13 per cent of personal income tax. 


So long as a contracting-out province was maintaining 
the program on the same basis as other provinces, there would 
be no difficulty in calculating the compensation due. Any 
difference between the actual amount and the value of the tax 
room could be adjusted by adding to or subtracting from the 
province's equalization payments. 


We would have to enter into somewhat more complicated 
arrangements if, following a re-negotiation of the existing 
agreements, the contracting-out province made its program 
different from that provided in other provinces. Actual costs 
would no longer provide the proper standard for compensation. 
On the other hand, we recognize that no province would be happy 
to contract out if it thereby received compensation related only 
to the cost of the program in the past. Some allowance for 
escalation of costs would be necessary. On the other hand, 
there would be unfairness to other provinces if this provision 
for escalation lasted for more than a few years; furthermore, 
there would be disadvantage to other provinces if the allowance 
for escalation exceeded the actual rate of increase in costs in 
whichever of the participating provinces that rate is lowest. 


There are two other aspects of contracting-out of 
hospital insurance which I should mention. First, the federal 
government would be anxious to assure that any contracting-out 
arrangement would provide continued coverage, on a reciprocal 
besis, for ywecphe who move from one province to another. 
Secondly, some very valuable technical cooperation and 
standard-setting has been encouraged by the hospital insurance 
scheme. Contracting-out would remove the direct financial 
incentive for such cooperation. We would hope that suitable 
administrative arrangements could nevertheless ensure continu- 
ation of the same consultation and cooperation. 


I have discussed hospital insurance at some length 
because it is by far the biggest of the-current shared—cost 
programs. Financially, indeed, it alone accounts for more than 
a half of the programs which could be withdrawn in exchange for 
the abatement of federal taxes. 


The next. step, L think, .s.to-hearnsyour- Views aren 
have made it plain that the federal government is in principle 
willing to substitute equalized tax room, in the field of the 
personal income tax, for its share of hospital insurance. 
Without unanimous agreement, this could not be put into full 
effect, as a nation-wide change, until 1O/7Owj~ehtersthesexpiry 
of existing agreements. If, in the meantime, only some 
provinces want to take over full responsibility for the progran, 
we are willing to provide for contracting-out. I have attemped 
to analyse what exactly, in this situation, the federal 
sovernment can itself arrange with a contracting-ovt province, 
and. what would depend on the consent of the provinces as a 
whole. I am sure we can all see that the problem is complex. 
Clearly the time for the federal government to make a definite 
proposal is after hearing your views in more detail. 


Before we do that, however, I should refer briefly 
to some of the other programs. The next most important, taken 
as a whole, are the assistance programs. Three of these are 
the so-called categorical programs, which provide allowances 
for disabled people and blind people and old-age assistance to 
those under 70. The fourth program, and of course the most 
expensive, is unemployment assistance, which operates in 
practice as something close to a general assistance program. 


In my opening statement in November I indicated that, 
in the federal government's view, any changes in these welfare 
programs should be based on a review of the four programs as a 
whole. We cannot see any equitable basis for tax abatement as 
a substitute for some of the programs, without taking the others 
into account. 


It was agreed at the November conference that there 
should be a general review of the joint welfare programs, and 
meetings of officials have since prepared the way for a 
conference of Ministers of Welfare which has been proposed for 
May. JI suggest that it would be premature, meantime, to discuss 
contracting-out arrangements for those programs. 


There are, however, a great many smaller programs 
which we are ready to discuss now. The forestry programs, for 
example, were recently continued for one year. We would 
propose to extend them for a further two years - that is, for 
three more years in all. At the end of that time, our present 
fiscal arrangements will be revised in any event. If, for the 
further two years, some provinces wish to contract out of the 
forestry programs, that can be arranged, with compensation to 
be paid in cash as a supplement to equalization payments. 


The health grants are, in our view, a program of 
continuing value which we wish to sustain. We propose to go 
on offering them to provinces which so wish. We are, however 
prepared to consider alternative arrangements with provinces 
which would prefer to contract out. 


Before leaving the subject of health, I should 
mention the hospital construction grants, although they are 
of a capital rather than a current nature. They have been a 
very valuable program in the past, but we believe that they will 
pretty well have achieved their purpose by the time existing 
commitments come to an end. That will be in 1968. Any province 
which wishes to contract out meantime should be able to do so. 


There are some smaller programs which we are disposed 
to terminate, with due notice of course, and others for which 
contracting-out with compensation can be arranged. However, I 
think that the next step in our discussion today should be a 
general exchange of the views of all the Premiers. We are all 
aware, I am sure, that this is a complex subject. The approach 


that I have suggested, looking at the principal programs one by 
one, appears to provide the best way of making practical 
progress. The programs are too varied to lend themselves 
réadily to, discussion, in principle. 


This program-by-program approach should not,however, 
obscure the broader objective. There may be various criticisms 
of particular programs, but those criticisms in themselves are 
not so substantial as to require discussion at the level on tha 
conference. The underlying reason for our discussion is the 
growing belief that, provided there is adequate equalization, 
services provided by the provinces should be paid for by taxes 
which the provinces raise. I do not think anyone quarrels with 
that principle. Certainly the federal government does not. The 
problem is how to apply it equitably. There are great practical 
difficulties in assessing compensation for existing programs on 
a basis that is faim to all» provinces.) ) taves outlined one 
approsch. I do not say that it is certainly the best. When we 
nave heard your views, we may want to make other suggestions. 


For example, it would be possible to consider, instead 
of the program-by-program method, what might be called a linear 
approach. By that I mean the re-writing of existing agreements 
so that the percentage of the federal contribution to the whole 
range of shared-cost programs would be gradually reduced over a 
period of years. That might provide a more satisfactory basis 
for calculating the degree of abatement of federal taxes that 
would be fair compensation for all provinces; the abatement 
would, of course, be phased to go along with the; reduction as. 
federal costs. 


I mention this alternative to suggest that we should 
none of us enter this discussion with closed minds. We are 
examining the future of programs which have, on the whole, 
served well in the past. Our aim now is to find. out whether, 
with changing conditions, there may not be even better ways of 
doing things. There are few devices so good that they do not 
in time require re-examination. But it should not be a re- 
examination in which we deal only with pressing immediate 
problems. It should be a re-examination based on a look at the 
future and a full regard for the considerations which will 
truly maintain and strengthen the unity of our country in the 
years ahead. 
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Statement by 
THE HONOURABLE JEAN LESAGE 
Prime Minister 
Minister of Finance 
and of 
Federal-—Provincial Affairs 
of the 


Province of Quebec 


The Federal—Provincial Conference, which got under 
way in Ottawa last November, is presently being continued in 
Quebec. We are indeed pleased that the Government of Canada 
and the governments of the Provinces of this country so readily 
accepted to meet in Quebec in order to carry on the work under- 
taken four months ago. Our Capital and its entire population 
rejoice at your presence in our midst. 


In the neme of the Government of Quebec, we bid you 
a warm welcome. May your stay prove both pleasant and profit- 
able. 


In our opinion, it does not seem necessary to reopen 
all the questions reviewed in November. Actually, for a number 
of these questions, it would seem advisable to let some time 
elapse in order that we may better judge the effects of the 
decisions taken at that time. 


However, we do consider it essential to review anew 

two subjects of capital importance: fiscal arrangements and 
shared-cost programmes. In the first case, we would like to 
restate our position. The necessary improvements that we put 
forth - and which may even lead to a reform in depth of Canadian 
federalism - bring into sharp focus the problem of fiscality. 
In the second case, we reiterate our desire to contract out of 
conditional grants and shared-cost programmes in return for an 
adequate fiscal compensation and we are here setting forth, to 
this effect, precise and concrete proposals. 


Moreover, we deal with other matters which are on the 


agenda of this conference or which refer to various measures 
recently announced by the Government of Canada. 


ae 


Fiscal Arrangements 


The position of the Quebec Government concerning 
fiscal arrangements was set forth in the document that Quebec 
submitted at Ottawa, last November. It is deemed practical, 
however, at this point to reproduce in its entirety the text 
concerning fiscality and equalization payments: 


"This question is divided into two subjects of major 
importance: the apportionment of taxation fields and 
equalization payments. 


Avvortionnent of taxetion fields 


The principal and the most urgent of the motives 
which impel us to demand a new fiscal apportionment is the 
present priority of provincial needs. Fiscal apportionment 
aims at satisfying these needs, that is to say, at permitting 
the provinces to devote themselves more adequately and more 
efficiently to putting the accentmon human capitals me Pete 
thus express ourselves. Education, welfare and health legisla-— 
tion are various measures which tend in this direction. “As a 
corollary to this, the desired fiscal apportionment will permit 
them to meet their responsibilitiesmin matiare of economic 
development which, in turn, exercises an undeniable influence 
on human development. These two objectives are intertwinedmand 
complementary to each other. It also follows that they come 
under provincial jurisdictionvand, as weehave already saiate Ge 
provinces do not presently have the financial means to completely 
reach these goals. dt isithisesituation or mae —ome reach 
could compromise the very future of our country and) whichya tea 
absolutely necessary to correct. 


Once again, we demand as minimum taxation powers: 
25% of personal income taxes; 25% of corporation income taxes, 
which in this case amounts to approximately 10% of taxable 
income; and 100% of succession duties. The transfer of property 
comes under provincial jurisdiction... itis; therefore -logicad 
that the tax on donations inter vivos should go beck,.to the 
provinces, since these donations are of the same nature as 
estates. Does all this amount to final and rigid demands? Not 
necessarily - and this, for two reasons. In the first place, 
we are presently studying taxation problems in Quebec. Until 
the report of the Royal Commission of Inquiry appointed for 
this purpose has been handed down, the proportions mentioned 
here may not be considered as final. One thing is certain, 
however, for us these demands represent a strict minimum and 
they are certainly not beyond that which our current study on 
taxation would establish as Such. 


q2 


We are not taking an absolute stand on the proportions 
above determined. Naturally, it is the combination which we 
would most prefer, but we would not refuse, for example, a 
percentage superior to 25% of personal income taxes, to com- 
pensate for a lesser percentage in the case of corporation 
taxes, or vice versa. In so far as succession duties are 
concerned, it is possible that the federal government would 
like to keep a small percentage for the purpose of verifying 
other types of taxes. If we can presuppose equivalence on 
personal income taxes or on corporation income taxes, we would 
consent to the federal government keeping, let us say, 5% of 
succession taxes could be treated in this way. Naturally, the 
implicit condition exists that the major share of succession 
duties are henceforth to be collected by those provinces 
Gesinineoto doeso. 


It is important, however, that one be aware that the 
alternatives mentioned here in no way diminish the scope of our 
fundamental requests in fiscal matters. 


bd) Eoualization payments 


In 1960, we had requested that equalization payments 
be henceforth calculated on the basis of the per capita yield 
on personal and corporation income taxes, in that province 
where this yield was the highest. . 


Today, our stand on this subject remains substantially 
the same, except that to help the provinces with less revenue, 
we believe that the yield for succession duties should continue 
to be a part of the equalization formula, even though we asked 
that the federal abandon this field of taxation altogether. As 
a matter of fact, succession duties constitute an excellent 
measure of the relative wealth of individuals and, as such, 
could very logically serve as a partial basis for equalization. 


We are indeed very happy to note that the present 
federal government, in the programme which it submitted to the 
people last spring, has promised that it would give to the 
provinces equalization payments guaranteeing, in joint taxation 
fields, the same revenue per capita as that which the richest 
province draws. This clear and unequivocal attitude satisfied 
us, for it’ meets oné of our fundamental requests. It is also 
our understanding that the term "joint fields of taxation" 
automatically excludes revenues from natural resources from the 
celculation of equalization payments. Here again, there is 
an improvement over the present formula. We are getting back 
to the spirit of veritable equalization from which the govern- 
ment of Canada had strayed to an appreciable extent with the 
arrangements now in effect. 


One point, however, has not yet been cleared up. 
Presently, equalization payments are established on the av- 
erage per capita yield of revenues which the provinces may 
collect from the following taxes: personal income tax at the 
rate of 17% in 1963, 18% in 1964, etc.; corporation income taxes 
at the rate of 9% of taxable income by the federal government; 
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succession duties at the rate of 50% and the average for the 
last three years of half the revenues from the development of 
national resources. In the new formula, which we are proposing, 
this latter type of taxes would disappear. Thus, there remains 
to be established what percentage of personal and corporation 
income taxes and of succession duties should henceforth serve 

as a basis for calculation. We suggest that these percentages 
should be 25,25 (that is approximately 10/6 of the taxable 
income of corporations) and 100, instead of 17,9 and 50 
according to present arrangements." 


This was the position taken by Quebec concerning 
fiscal arrangements in November, 1963. There was no sequel 
to this. As a matter of fact, the government of Canada was 
satisfied to release an additional 25% of succession duties and 
to change the basis of equalization payments by now using the 
two richest provinces average instead of the national average 
to calculate it. Furthermore, it kept intact the percentage 
of taxes which apply in calculating equalization payments. 
Finally, it corrected this amount to take into account, up to 
a point and according to rather technical clauses, provincial 
revenue derived from natural resources. 


This new method of calculating fiscal arrangements 
gave Quebec an amount which, although far inferior to its 
minimum requests, represented almost half of the added total 
revenues which the federal government was willing to release. 
However, aS we have just said, the amounts in question are far 
from sufficient to meet the priority needs of Quebec in the 
fields which come under its jurisdiction. Those received by 
the other provinces are probably also insufficient and for the 
same reason. 


Furthermore, even though the calculation method 
adopted in November has corrected an injustice of which Quebec 
had been the victim following the fiscal arrangements of 
1962-67, it has also given rise to dissatisfaction in some 
other provinces. 


It may thus be said that the problem of fiscal 
arrangements is by no means solved. A matter for urgent action 
is then to find a genuine and equitable solution - one which 
takes into account the priority needs of the provinces. 


Consequently, Quebec maintains integrally the 
position oft-iterated since 1960 - that is, the absolute need 
for an enlargement of taxation fields represented by the 
25-25-100 formula and the equalization payments from these 
same taxes at these rates, taking as a basis the province 
where the yield from these taxes is the highest. 


44, 


Moreover, as the provinces shall as of tomorrow oc- 
cupy 75% of the field of succession duties, it would be fitting 
that the tax on donations inter vivos immediately be the 
exclusive concern of the provinces. The amount involved is not 
large, but this tax is essential for the effective and efficient 
administration of succession duties. 
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JOunt programmes 


The suggestions here set forth respecting joint 
programmes are based on the position that Quebec: has frequently 
stated on this subject and on the position stated by the govern- 
ment of Canada on the matter. 


A - Positions already established 
1) The position of the Canadian Government 


During the past months, the Canadian Prime Minister 
and several of his colleagues have many times repeated the 
policy which appeared in the Canadian Liberal Party's Manifesto 
(1962). This statement of policy reads as follows: 


"If some provinces wish, they should be able to with- 
draw without financial loss from joint programs which 
involve regular expenditures by the Federal Government 
and which are well established. In such cases, Ottawa 
will compensate provinces for the federal share of the 
cost, by lowering its own direct taxes and increasing 
equalization payments. This will be done also if 

some provinces do not want to take part in new joint 
programmes that it may be desirable for the Federal 
Government to initiate with the provinces. In the 
case of scholarships and university grants, provinces 
that so prefer will receive from a Liberal Government un- 
conditional equal financing." 


More recently, that is on March 16, 1964, the 
Federal Minister of Finance, in his budget speech, stated the 
following (Hansard, p. 973): 


uit the provinces so wish, we-are prepared ito transfer 
to them full financial responsibility for some of 
these established shared-cost programs of a continuing 
nature, and to make suitable fiscal adjustments either 
in a larger share of "the direct tax fields or by 
changes or supplements. to, the equalization payments." 


Later on, in this brief, we devote a passage to 
shared-cost programmes of a continuing nature; our position, 


on these programmes, is to a considerable extent the same as 
that of the Federal Minister of Finance. 


2) Quebec's position 


Quebec had decided, since 1960 (July Federal- 
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Provincial Conference), to put an end to joint programmes. This 
stand was again expressed at the Federal—Provincial Conference 
of November 1963. 


The joint programmes in force have certainly acted as 
a stimulus to the economic and social growth of the country 
In several cases, they have provided a substitute for provin- 
Ciao eta ver 


However, conditional grants paid by the federal 
government to the provinces in connection with joint programmes 
administered by the provincial governments present all types of 
difficulties. We understand that when the federal government 
decides to participate in such programmes, it requires that 
certain conditions be complied with by the provinces; these 
very conditions give rise to several complications. 


The existence of these joint programmes signifies a 
loss of efficiency or work duplication and higher administrative 
costs. The provinces must have a staff whose specific task is 
to give accounts to Ottawa on the manner these programmes are 
carried out. The federal government must, in turn, employ of- 
ficials to make sure that the conditions which it has stipulated 
have been respected by the provinces. In this connection, 
Ottawa has often the last word on disputed points. 


To this, must be added the fact that shared-cost 
programmes are generally conceived without prior consultation 
with the provinces. By acting in this fashion, the central 
government acts as if it were a better judge than the provin- 
cial administrations of the values and the needs of the popu- 
lation. And yet, the provincial administrations have a far 
superior knowledge of the needs of their own population. 


Moreover, we estimate that the provincial adminis-— 
trations, given sufficient financial resources, could hence- 
forth show the same creative initiative and the same efficiency 
which, in certain circumstances, the federal government may 
have evidenced. 


From an economic point of view, one must note that 
conditional grants linked to joint programmes represent, in 
practice, unconditional g@iits to the rich provinces. Asa 
matter of Tact, it 1s probable that the latter would, in any. 
case, have provided for their populations the services rendered 
by joint programmes. From that point on, the rich provinces 
can free an amount equal to the federal contributions and 
allot them to items of their own choosing. It is even possible 
that, circumstances permitting, the conditional grants would 
permit these provinces to maintain a lower taxation rate than 
that which it would otherwise have reached. 


In the case of the less wealthy provinces, the 
opposite could take place. To benefit by federal shared-cost 
programmes, these provinces must at times reduce other items 
on their budget to free funds which they need in order to pay 
their share of joint programmes. Possible financial dis- 
crimination ensues in favour of subsidized services to the 
detriment of those which are not. 


The constitutional problem brought up by joint pro- 
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grammes 1S serious. In practice, the existence of these pro- 
grammes reduces the initiative of the provinces in the spheres 
of activity which the constitution recognizes as their own and 
it even distorts the order of priority which the provinces 
would like to establish in their own expenditures. Further- 
more, most of the time, joint programmes aim at assuming the 
cost of undertakings which, normally, should come under pzro- 
vineial jurisdiction. However, for easily understood political 
reasons, it is difficult for the provinces to refuse the grants 
linked with shared-cost programmes. These grants thus become 

a compulsion which, for all practical purposes, places the 
provinces in a state of subordination vis-a-vis the central 
government. As a matter of fact, if some of the provinces, 
because of their constitutional position, do not want to submit 
to the conditions established by the central government, they 
are seriously penalized because they are deprived of sums to 
which their citizens have nonetheless contributed. Above all, 
it is this situation which, since 1960, has forced Quebec to 
participate in several joint programmes. However, this partici- 
pation has always been for us but a makeshift solution while 
waiting for a satisfactory solution to this problem. We 
believe that the time has now come to solve this question once 
rica Ou allalrs 


B - Types of joint programmes and the 
terms and forms of eouivalence 


The principle according to which a province may 
contract out of joint programmes is clearly accepted by all, 
but it now remains to decide to what joint programmes and under 
what terms and conditions this principle should apply. 


In drawing up the terms and conditions of options 
which it now submits, Quebec took into consideration five 
possible categories of joint programmes. 


10) Aieparr programmes of a continuing nature in which Quebec 
seat present participating 


One must note, that certain joint programmes of a 
temporary nature have constantly been renewed since their 
inception. ‘uebec considers these programmes to be "de facto" 
programmes of a continuing nature. Thus, there are joint 
programmes that are of a continuing nature "per se" and others 
that are so "de facto". 


In principle, Quebec wishes to contract out of all 
the programmes of this category, that is to say, among others, 
unemployment assistance, disability and blindness allowances, 
old age assistance, winter works, hospital insurance, hospital 
construction and grants for public health. 


Contracting out could be established acgording to 
the following terms and conditions. It would take the form 
of fiscal equivalence and the application of the option formula 
would be carried out in two distinct stages: 


a) First stage: From January lst, 1965, for example, the 
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federal government would free the personal income taxation 

field by a given number of points, the total yield of which 
would be equal to the portion of expenditures effectively 
incurred by the federal government during the twelve months of 
the preceding fiscal year, for the financing of joint programmes 
in which Quebec no longer wants to participate. 


At first glance, this equivalence would seem to. apply 
more readily to joint programmes of a continuing nature "per 
se"-than to those that. are so) “de facto”. sinefactys theplavien 
can, theoretically come to an ‘ends, fiscal "equivalence word 
then apparently lose a great deal of its final character. 
However, such is not the case, because if the programmes of a 
"de facto" continuing nature came to: an end, the federal 
sovernment would naturally have to start thinking about giving 
back to the provinces those taxation fields which it had pre- 
viously needed to finance these non-permanent programmes. It 
is therefore better to anticipate this situation and establish 
fiscal equivalence from the very start. 


Each year, between January lst, 1965 and January lst, 
1967, without changing the principle of equalization) amounts 
would be added to, or subtracted from, the equalization payments 
according to whether the fiscal equivalence as at January lst, 
1965, would be greater or less than the expenses actually in- 
curred by Quebec within the framework of the shared-cost pro- 
grammes of which it would have contracted out. 


During this two-year transition period, in order to 
facilitate the adjustment of the sums spent by Quebec with 
those that it would receive from the enlargement of taxation 
fields and from equalization payments if necessary, Quebec 
would pledge not to change the structure and the functioning of 
service already provided for in joint programmes from which it 
wishes to contract out. 


b) Second stage: From January lst, 1967, that is at about the 
time when the 1967-72 fiscal arrangements would come into 

force, the final fiscal equivalence could be determined in the 
light of experience gathered and appraised over the two previous 
years. 


Once the final equivalence would have been deter- 
mined, guebec would then be free to take the course of action 
it wishes in the fields previously federally regulated by 
virtue of the joint programmes. Neither on one side, nor on 
the other would henceforth adjustments be made by means of 
addition to or subtraction from equalization payments. 


In order to give some idea of what this equivalence 
would represent in terms of personal income tax, let us suppose 
that the sums, presently spent by the federal government in 
Quebec by virtue of joint programmes of a continuous nature 
from which Quebec wishes to withdraw, amount to $212 million 
per annum. If we assume that 1% of the tax on personal income 
in Quebec yields $5.3 million a year, equivalence would take 
the form of a release by the federal government of 40 additional 
points of this tax. 


It is, of course, understood that should some other 
provinces wish to contract out, it will then be necessary to 
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utilize the yield of 1% of the personal income tax as it ap- 
plies to each of them and not the Quebec yield from this tax, 
as in the preceding example. The number of taxation points 
released by the Canadian Government could then be different 
from one province to the other. However, this situation would 
not present more serious administrative problems than those 
which exist at the present time as the provincial tax rates on 
personal income already vary from one province to another. As 
a matter of fact, in virtue of the present arrangements, the 
rates of personal income tax imposed by the provincial govern- 
ments already differ from one province to the next. 


If all, or a majority of the provinces, did prefer 
contracting out to maintaining joint programmes, Quebec has no 
objection to the yield of the tax on personal income in the 
province where it is the highest being used as a basis to 
establish this fiscal equivalence, provided that the necessary 
adjustments be made by means of equalization to the level of 
that province. 


We also admit that the method suggested here would be 
much more easy to apply if withdrawal from permanent-type joint 
programmes is effected as a whole. This is Quebec's point of 
view. Contracting out becomes more complex to administer in 
other respects if each province chooses to withdraw in its own 
fashion from a small number of joint programmes, without taking 
into account those from which other provinces themselves wish to 
withdraw. 


2) Programmes of a temporary nature which Quebec has 
recently joined _ 


Quebec does not wish, for the moment, to contract out 
of a small number of joint programmes of a temporary nature 
which it has recently joined. These are: a) capital assistance 
to technical education, b) the Trans-Canada Highway, c) ARDA 
and d) the Centennial of Confederation. 


It is obvious that the Centennial of Confederation 
programme cannot be renewed. With respect to the other pro- 
grammes, they will be renewed inasmuch as Quebec has not yet 
obtained the fair and reasonable share of the sums to which 
it is normally entitled, taking into account its needs and its 
population. So far as the programmes not to be renewed are 
concerned, they would call for the application of financial 
equivalence as previously stated. 


Moreover Quebec does not wish to contract out of a 


few other programmes of a very special type which primarily 
deal with research and projects of a similar kind. 


3) Already existing joint programmes in which Quebec is not 
taking part at present 


At present, Quebec is not taking part in certain 
joint programmes which are being carried out in the other 
provinces but in which it also could have taken part, 


4) Future joint programmes 


In the case of future shared-cost programmes, and of 


a) 


those already existing but in which Quebec is not participating 
at present, we would like to be granted financial equivalence 
which would then be transposed into an additional freeing of 
taxation fields taking as a) basis forscalkculationnthe relative 
proportion of Quebec's population in relation to the whole of the 
Canadian’ population. ‘In other words, if wetake the present 
population and its geographical distribution as a basis, we can 
consider that the amounts paid out for joint programmes in the 
rest of Canada represent 71.1% of a hypothetical total that will 
reach 100% when Quebec receives, in the manner explained above, 
the 28.9% to which its relative population entitled it. 
Evidently, it would happen that, under some circumstances, 
situations may arise where the criterion of relative popula- 
tion will be found unsuitable as a basis for equivalence. It 

is also possible, in some circumstances, that equivalence can- 
not always be transposed into an enlargement of the taxation 
fields. In this exceptional case, equivalence could be con- 
verted into additions to the equalization payments to which 
Quebec is entitled. 


In all fairness, Quebec is of the opinion that this 
option formula should be applied retroactively, not only to 
programmes only recently established or to future programmes 
but also to all those in which Quebec felt that it could not 
take part in the more distant past because of its stand on con- 
stitutional matters. In the case of these older programmes, 
equivalence is rather difficult to assess. Several factors 
must be taken into account. For example, certain joint pro- 
grammes concern only one province, others involve a type of 
activity that is foreign to Quebec; others, on the other hand, 
could have been applied in Quebec. 


However, it is possible to establish, in a very 
approximate way and for certain joint programmes of continuing 
nature, the sums from which Quebec did not benefit because of 
its stand on constitutional matters. Thus, in the case of 
hospital insurance, from 1959-60 all the provinces except 
Quebec were parties to the agreement; Quebec joined the pro- 
gramme in January 1961. For the sole year 1960, this province 
did not receive the amount of $60 million to which it was 
entitled. The same reasoning holds true for unemployment as- 
sistance in which all provinces participated as of 1958. 

Since Quebec joined in 1959 only, it was not able to draw a 
sum of $8 million to which its relative population would have 
entitled it during the 12-month period which elapsed between 
the time when the nine provinces participated in the programme 
and that when this province came in. 


The two programmes mentioned here as an example 
apply to the whole of Canada and it is easy to establish ret- 
roactivity by taking into account only the years when Quebec 
alone was not a participant. The calculation is much more 
complex for those years when provinces other than Quebec were 
not participating in the programmes in question. It is also 
to be noted that, always because of its stand on the constitu- 
tional question, Quebec almost never took part in joint pro- 
grammes aimed at a given region or regional activity while all 
the other provinces or so, at one time or another, took advantage 
of such programmes. In these cases, one can only speak of 
comparative retroactivity. 
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Be that as it may, provision could be made, once the 
necessary calculations have been made, for a so-called compen- 
sation payment which would permit Quebec to re-establish a 
certain balance between the amounts to which it would have been 
entitled and those which it actually received. Such a payment 
could be spread out over a certain number of years or be made 
in a global’ sun. 


5) ‘The improvement or enlargement of joint programmes from 
which Quebec would have withdrawn 


Should, for any reason (such as additional services, 
consolidation, etc. ..) the federal government improve or widen 
joint programmes from which Quebec would have opted out, then 
fiscal equivalence based on relative population would apply in 
principle. An inverse equivalence would also take place, on 
the basis of expenses effectively incurred, ifthe federal 
government were later on to restrict the scope of programmes 
from which Quebec would have already withdrawn. 


It is obvious then that the equivalence which the 
provinces would receive in the event that the federal gsovern- 
ment withdraw its financial participation in joint projects 
has nothing to do with the fiscal allotment brought about by 
our demand for 25-25-1100. This is a completely different 
question. The fiscal apportionment which is demanded would 
pepvemtue: Solé=purpose vor permitting the provinces So meet 
their responsibilities and to satisfy needs which have become 
GOpsprtorii.y.. Under Noetcircunstance should this fiseal a= 
lotment appear as a compensation linked to the withdrawal of 
joint projects by the federal government. 


- III - 


Loans to Students 


The fact that the federal government offers loans 
only, and not scholarships and loans to students as, at one 
Tine, t “appeared that “they might do, may, at first sight, 
appear to be an attempt to avoid the constitutional problem 
which granting scholarships would have created. Actually, 
through its control over credit, the federal government appears 
TO De Completely within its jurisdiction in granting loans 
instead of scholarships. 


We do not think that such a procedure avoids the 
constitutional problem. The students themselves felt the same 
way about it since they have openly opposed the new federal 
policy? 


ihe wi ticuluy stens trom the fact, not that it is 
a question of loans but erather “of loans Without» interest ito 
students. The loans will be granted by banking institutions 
with federal government endorsement but the central government 
will assume the refund of interest charges. In which case, 
this refund becomes a direct federal government subsidy to 
citizens for educational purposes. Furthermore, these citizens 
are students and this is certainly not a mere coincidence but 
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rather the result of a policy to aid education, which belongs to 
the exclusive jurisdiction of the provinces. 


For these two reasons, the Quebec Government in so far 
as it is concerned, cannot accept that the federal programme 
under consideration be applied in its present form. Moreover we 
have already set up a service of assistance to students. The 
scholarships paid and the loans grantedeach year to students by 
the Government of Quebec represent considerable sums of money. 
We believe that we are already making a particularly important 
effort in this field without counting the enormous sums ‘which 
we annually devote to the other sectors of education. Under 
the circumstances and in order to solve the problem presented by 
the federal policy of loans to students, Quebec requests that the 
amounts which the government of Canada would have devoted to the 
refund of interest on the loans granted to Quebec students by 
chartered banks be handed over to the Quebec government in the 
form of fiscal equivalence. In order to establish this equiva- 
lence we would accept that account be taken of the relative 
proportion of the Quebec population. To this amount, it will 
obviously be necessary to add a sum for bad debts eventualities. 
This sum, or this proportion of cases of bad debts, has. probatie 
been provided for at this point by the Government of Canada tor 
the country as a whole. 
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School Allowances 


In the last federal budget speech, an extension of 
the system of family allowances is provided for, to include 
those aged 16 and 17 who attend school. The allowance con- 
Sidered is $10 per month. 


The Government of Quebec believes that it is much 
more a matter of school allowances than strictly speaking 
family allowances. In our opinion, the federal project aims 
much more at increasing the length of school attendance than at 
raising the income of parents, for the benefit of their chil- 
dren, as is the case with family allowances. It is what the 
federal minister of Finance himself stated in his last budget 
speech. (Hansard, p. 981). 


"A central feature of our policy is to encourage 

and assist young people to continue their training 
to fit them for employment. To further this 
objective we propose that family allowances shall 
be paid in respect of children aged 16 and 17 years 
who are attending full-time educational or training 
courses." 


Further on, the minister added (Hansard, p. 982): 


"Teenagers have faced more difficulty in finding 
gobs than most adults. This measure is designed 
to assist and encourage as many teenagers as 

possible to obtain two years more of training to 
equip themselves more fully for the kind of jobs 
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that are likely to be available." 


It must be added that this was one of the objectives we sought 
when, in 1961, we instituted our own system of school allowances. 
At the moment, we pay $10 per month to all school children 

of 16 and 17 who attend a recognized educational institution. 


This allowance certainly had a marked effect on the 
level of school, attendance since, on December 41, 1962, 104,121 
students were receiving it in comparison with 122,982 on the 
same date of 1965. It is expected. that over 140,200 students 
will receive this allowance in 1964. 


Between the projected federal programme and the 
already existing Quebec programme, the coincidence of the amount 
paid out and the age group concerned is too great not to be 
Similarly reflected in the objectives of these two programmes. 


‘Be that as it may, there can be no question of our 
giving up the responsibilities that we have already taken in 
this field because the Canadian Government has decided to carry 
OUtedte DO. Looe Sunt Lan euonours.: NOY 2st sin oum plans to permit 
the simultaneous application of the two programmes. There 
remainsibut one ‘solutions “fiscal compensation. 


That 1s why Quebec wants the Government of Canada, 
ScUloe one tsi U wOlmiustaice sand of Topic, yoo grant it in the 
form of fiscal equivalence, the amounts which it would have 
paid to young Quebeckers of 16 and 17 years of age, had the 
quebec Government not already been in this field. According to 
preliminary calculations, the amount in question, for the 
first complete year, is of the order of $15 million which would 
involve an enlargement of the field of personal income tax of 
about 4 points. 


Moreover, in instituting its programme of school 
allowances, the federal government is considering reducing, for 
purposes of federal personal income tax, the exemption which it 
now grants to parents of students of 16 and 17 years of age. 
Yet, when we established our own system of school allowances, 
we did not reduce this exemption for purposes of provincial 
personal income tax, precisely because we were dealing with 
school allowances. For its part, the federal government had 
adopted the same attitude as ours. We hold on firmly for the 
continuation of this policy. Otherwise, if there were a 
reduction of the federal exemption, parents of students of 16 
and 17 years of age in Quebec, would be penalized and would 
receive less, on account of the federal government's inter- 
vention, than what they presently have a right to under our own 
system of school allowances. 
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Intergovernmental Cooperation 
and Consultation. 


In the brief submitted by Quebec at last November's 


23 


Federal-—Provincial Conference, the following statement was found: 


"In suggesting in 1960 that a permanent secretariat 

of Federal—Provincial Conference be established, it 
was our opinion that with such an organism, federal- 
provincial meetings and contacts as much at the 
ministerial level as at that of government officials, 
would be better prepared and even more fruitful. 
Furthermore, such a body would establish and maintain 
intergovernmental relationships on a permanent and 
regular basis. We reiterate this request, today, 
because we believe it even more pertinent than ever. 


Actually, it is important to institute intergovern- 
mental organisms of which the permanent secretariat 

of Federal—Provincial conferences should be the first. 
Along the same lines, one should also think ofva 
permanent Council of Provinces. 


Such institutions have become indispensable. They are 
probably the only concrete means of avoiding that the 
provinces be faced with "faits accomplis" or with 
unilaterally dictated measures without previous con- 
sultation between and among themselves and with the 
central auchori ty. 


Quebec's position on the question of intergovern- 


mental cooperation and consultation as stated in November 
remains unchanged. 
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Statement by 
THE HONOURABLE LOUIS J. ROBICHAUD 


Premier of the Province of New Brunswick 


At the Federal-Provincial Conference held during 
November last, I made a brief statement expressing the interests 
and concerns of New Brunswick. In the light of the statements 
issued by the other Premiers on behalf of their provinces, and 
the results of the various meetings of officials held during the 
past four months I wish to make a firmer, though again not 
elaborate, statement of New Brunswick's position. 


We do not feel that the procedure of “contracting out” 
is a valid approach to shared cost and conditional grant pro- 
grammes for New Brunswick. Our quarrel with these programmes 
is such that "contracting out", we sincerely hope, is not the 
solution. There has been a lack of prior discussion between 
governments which has already been thoroughly discussed and 
should the spirit of the past nine months prevail our com- 
plaints in this area are at an end. 


The detailed administrative and audit controls exer- 
cised by the Government of Canada has led to a heavy expense 
by the provinces involving many delays and considerable dupli- 
cate sets of records with no positive benefits to either party 
to the agreements. We lend our voice to those who have proposed 
a rationalization to these controls and suggest that a more 
reasonable and less stringent system is possible. I am con- 
fident that a cost-benefit study of these activities would 
display the correctness of this complaint. 


Exclusive of the mechanics of working with these pro- 
grammes we feel that an examination of the aims and goals of 
these programmes in general is called for at this time. What 
are we trying to accomplish by them? The Government of Canada 
is attempting to provide incentives for provincial expenditure 
for specific programmes felt by the Government of Canada to be 
in the national interest. The Provinces, however, have a 
variety of fields of responsibility which cannot be avoided 
and regardless of what expenditures are made in the areas chosen 
by the Government of Canada for support, they must continue to 
carry those responsibilities. We are faced, as a result, with 
one authority endeavouring to apply national interest and 
standards to ten quite different areas. These national 
interests and standards are often at variance with the priori- 
ties placed upon provincial governments. There is then the 
further complication of varying fiscal ability to pay the cost. 


New Brunswick is one of the provinces least able to 
pay its way as evidenced by its low per-capita income. 
Nevertheless, the people of New Brunswick are paying their 
share with the highest incidence of taxation in Canada. Our 
problem is two-fold then, in providing basic services to our 
people --- we are poor and unable to carry the whole load 
ourselves; and secondly, because of our poverty our needs have 
been neglected to the point where a backlog beyond our capa- 
bilities remains to be completed. 


25 


The problem of our low earning capacity is recognized, 
to some extent, in the equalization provisions of the Federal- 
Provincial Tax Arrangements. Although this enables us to 
maintain many programmes it does not materially assist to clear 
the backlog. I might point out at this time that New Brunswick 
does not see any advantages accruing to it through the intro- 
duction of "tax abatements’ in lieu of federal participariconern 
shared-cost programmes. It is not our intention of seriously 
resisting the transfer to abatements where feasible; however, 
we must draw attention to the fact that this can only be done 
on a practical basis in the high income provinces. Full abate- 
ment of income taxes in several provinces would not yield the 
levels of income necessary to replace the present federal 
participation in shared-cost programmes. Purther, too extlenaive 
a use of the abatement approach could seriously disrupt the 
fiscal balance being sought. The effects of such action upon 
equalization and other grants must be borne in mind. 


We do feel, however, that the shared and conditional 
grant programmes can be carried forward to adequately recognize 
the desires of the Government of Canada and the responsibilities 
carried by the provinces. These programmes should be modified 
to allow flexibility and! recognition ol wo beste nGimGe a 
the different needs of the provinces in their efforts to reach 
netional goals of » “vices; and the principle of fiscal equi. 


I return to my earlier question. What are we trying 
to accomplish? What are our mutual goals? They vary from 
province to province but ‘here are some basic services which 
all Canadians, wherever th.v may live, have a right to expect. 
These are such items as adequate hospital, educational and 
transportation facilities. ‘The provision of "such ‘servicesiiare 
a provincial responsibility. Our needs vary ---- in some 
provinces reasonably adequate facilities are present, in others 
further growth is required due to growth in population; andes 
still others the standards are low. New Brunswick, regrettably, 
falls into the latter category. 


If we are to continue at our present pace it will be 
many years before we and our sister provinces in the Atlantic 
Region achieve any realistic relationship to national standards. 


May I suggest the following as an approach to federal 
participation in the fields of provincial TWespdnsipwlity. 
Both governments are faced with limited financial resources. 
The provinces must often resist the inducements from federal 
agencies to undertake expenditures in areas not of high priority 
in the province. This is regrettable and shows a lack of real 
appreciation by the Government of Canada of provincial problems. 
Could not general schedules of types of programmes or expendi- 
tures be established for each of thesfPields or Pesponsibitia 
These could vary from province to province dependent upon need 
and financial priorities. The Federal Government could then 
Share a percentage of the cost for gross provincial expenditure 
in each field. 


The federal authority would have the ability to 
apply its own priorities by fields of responsibility through 
applying a variable scale of percentage participation. Tor 
example --- Education 50%, Health 75%. 
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Programme needs, such as a backlog of requirements 
for *ar specs fic Service, could be recognized by higher percent- 
ages being shareable in those provinces having such problems. 


Lastly, a fiscal equity should be recognized through 
relating the percentages shared to the ability to pay by a 
provinces This would take into account the incidence of taxa- 
tion and contribution a province's people are making relative 
bo Euveir ability to pay. 


I shall give you a brief example. Transportation is 
a provincial responsibility where highways are concerned. It 
is an election commitment of the present Federal Government to 
assist in the construction of main trunk highwavs. 


Under the above proposa 1, we would request that 425 
miles of main trunk highway in New "Brunswick would ‘be included 
in a schedule of shareable expenditures in the field of respon- 
sibility titled transportation. Let us assume that the federal 
priority for contributions to transportation were established 
at 50% of gross expenditure. 


Because of the great backlog of work to be done on 
the main trunk highways of New Brunswick assistance could be 
Given to accelerate the completion of this by. Pals sing the 
shareable percentage for New Brunswick to perhaps PIS) oe sh eleeniglty ¢: 
mutually established goal for level of service were reached. 


Further, fiscal equity could be recognized by relating 
the percentages shared over the whole scale of provinces on the 
basis of relative ability to pay their share coupled with 
recognition of the load being carried by the taxpayer. For 
example --- assume one province sees an incidence of provincial 
and municipal taxation of 10% of per capita income and another 
with See) Tillis only reasonable to assist the former to a 
greater degree than the latter since the Latter has the ability 
wOncover a greater amount of expenditure itself should it so 
desire. The general relationship of Sharing could be so 
adjusted to reflect this. 


such an approach, I suggest, would reduce the 
problem Orwinfilexibivlity, provide a recognition of provincial 
priorities, and give a vehicle Torerecopnizine particular 
differences in needs as well as see that fiscal equity prevails. 


[neve vare precedente, torgunie approach) and! 1 feel it 
would go far in achieving our goals. 


In conclusion, I wish to draw attention to two points 
--- many of our needs in the Atlantic Region can be specified 
in concrete terms such as miles of highway, numbers of hospital 
beds, or school classrooms and facilities. Our population is 
relatively static and so if these problems were attacked and 
tne Leciiities*bullt it could be a virtual "once “and for ali" 
solution. 


secondly, if we do not take a rational approach to 
the problems of the less developed areas of this country to 
rapidly bring them up to respectable levels of basic services 
we will only continue to stagnate and carry friction within 
our nation. 
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I feel that many of these requirements can be solved 
over a brief span of years without placing extreme pressures 
upon the country. It is my hope that the growth areas of 
Canada will continue to grow and adequately provide for their 
expanding needs. I expect that New Brunswick, given-an oppor— 
tunity to bring its facilities up to an acceptable standard, 
will be among those growth areas and contributing to national 


development. 
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Statement by 


THE HONOURABLE WALTER GORDON 


Minister of Finance 


of the Government of Canada 


Intergovernmental Taxation 


At the present session of Parliament the Government 
will introduce a measure to require some 28 federal Crown cor- 
porations to waive their exemption from provincial sales taxes, 
gasoline taxes and motor vehicle licenses. While we believe 
this legislation will solve one problem in the area of inter- 
governmental taxation, we recognize that many problems remain. 
I know you are aware of most of these problems but I think “it 
Nous CeOceuseiul LO list a tew of them: Most’ of them are Gn the 
salés*tax field 


The federal government is presently administering its 
indirect sales tax in such a way as to bear upon provincial 
agencies but not upon provincial departments. This has caused 
difficulty and annoyance because of the virtual impossibility 
of drawing a line between departments and agencies at exactly 
the samesplace*®ineeach province: SThemrésultehastbeen that pro- 
vincial bodies which perform essentially similar functions are 
taxable in some provinces and exempt in others. The hospital 
insurance bodies are the best known example of this state of 
affairs but there are others. 


Uneremaneepartlcularlyedvisverlbeproblems: mmvol ved sin 
UNemappl 1 SavLony ol federal vand province valesalesetaxes. sto 
building materials. At the present time federal contractors 
are paying provincial sales taxes for most of the building 
materials which they buy and these taxes are passed on in con- 
tract prices to the federal government. On the other hand 
provincial governments have in many cases not been bearing the 
incidence of the federal sales tax on building materials. 


A particular set of problems applies as between the 
federal government and municipalities. On the one hand the 
federal government is paying very large grants in lieu of muni- 
cipal taxes while on the other hand municipalities have been 
granted extensive exemptions from the federal sales tax so that 
municipalities are, for the most part receiving the best of both 
worlds. However, a few of our municipalities continue to feel 
hard done by because properties of some of our agencies - 
notably including the National Harbours Board - are subject to 
severely restricted grants in lieu of real property tax. 


I would like to make a suggestion for your consider- 
ation which would rationalize this area of intergovernmental 
taxation and lead to a solution of the various problems which 
have been bothering us. The solution which I propose is that 
the federal government.and the provinces should, subject to a 
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few safeguards and exceptions, submit to each others taxes. 

This would mean that federal departments (including the Depart- 
ment of National Defence) as well as agencies would waive their 
exemption from provincial taxes and that provincial departments 
as well as agencies would submit to federal taxes. The principal 
taxes which federal departments and agencies would pay would be 
those which are listed in the Crown Corporations (Provincial 
Taxes and Fees) Bill, i.e., retail sales tax, gasoline tax, 
motor vehicle license. The federal tax which provincial depart- 
ments and agencies would pay could probably be restricted to the 
federal excise tax. This, of course, is in addition to the 
customs tariff which all levels of government now pay. 


An arrangement for reciprocal taxation would offer 
several important advantages over the existing situation. 
First of all it would place government and private enterprise 
on a more comparable footing by removing the competitive advan- 
tage which state enterprise may enjoy. In so doing it would 
recognize that while government exemptions may have produced 
few problems in a 19th century laissez faire economy they can 
create serious distortions in a 20th century mixed economy 
where the role of government - including departments as well as 
agencies - is enormously broadened. 


A second advantage is that it would remove the vexing 
administrative problem of attempting to distinguish between 
departments and agencies. Even if a legal distinction can be 
worked out between departments and agencies, the inevitable 
result is that the fine line between the two will be drawn at 
different places for the different governments involved. 


A third advantage is that such a change would, at all 
levels of government, strengthen the tax system by decreasing 
pressures for exemptions from various sources. Tax exemptions 
distort the allocation of resources in an economy and narrow 
the bases to which taxes are applied thereby exerting upward 
pressure on the rates of taxation; expert opinion generally 
agrees that exemptions should be employed only where the bene- 
fits to be achieved are of great importance. 


A few safeguards would be necessary in any arrange- 
ment for reciprocal taxation. The most important would be that 
no level of government would be bound by a tax designed to 
discriminate against government. 


It has not been possible for us to make any precise 
estimate of the financial impact of our proposal. However, 
we believe that the overall net impact would be relatively 
small. Thus, from the federal standpoint, our saving from 
increased taxes would be approximately offset by the increased 
payments to provincial revenue collectors. 


The above proposals would clearly require much study 
before they could be put in concrete form. However, if the 
provinces are interested in this idea, I would suggest that 
the matter be looked into at the official. level and a report 
made to us for further discussion at the next ministerial 
meeting. 
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COMMUNIQUE OF THE FEDERAL-—PROVINCIAL CONFERENCE 


QUEBEC CITY, 2 APRIL, 1964 


The governments of Canada and of the ten provinces 
of Canada met in Quebec City from March 31st to April 2nd, 
1964. In the spirit of cooperation which had marked their last 
meeting in November 1964, they continued the discussion of 
problems of common interest. 


The subjects examined included shared-cost programmes 
and conditional grants, and the relation of these to fiscal 
arrangements. There was also an exchange of views on other 
aspects of fiscal relations. 


The federal government outlined its proposals for 
loans to university students, which were examined at some 
length. There was also discussion of the effects of the ex- 
tension of the federal programme of family allowances to cover 
children aged 16 and 17 who are students. Before taking action 
on the federal proposals, the views expressed by provincial 
governments will be considered. 


The federal proposals for the Canada Pension Plan 
were further discussed. The government of Quebec indicated 
that its proposed plan would be one which could provide port- 
ability of benefits with the Canada Pension Plan, and there 
was general agreement to ensure the widest possible pension 
coverage for Canadians. 


Future liaison arrangements were discussed, together 
with a calendar for federal—provincial meetings of various 
kinds during 1964. Other subjects were: the possibility of 
extending the hospital insurance programme to cover mental 
health and tuberculosis; the Canadian 1967 World Exhibition, in 
which all provinces indicated their intention to participate; 
reciprocal arrangements regarding the taxation of government 
departments and agencies; submarine mineral rights; the pro- 
posals of some provinces for further federal assistance to 
highway construction; and the problem of the distribution of 
"hate" literature. 


It was agreed that the federal government should 
immediately enter into detailed discussions with provincial 
governments concerning contracting-out arrangements for shared- 
cost programmes. Such negotiations would apply to programmes 
which are of a permanent nature and which involve fairly 
regular annual expenditures. 


The federal government suggested, and provincial 
governments agreed, that there should be a joint review of the 
nature and extent of federal and provincial taxes in relation 
to the financial responsibilities which nowadays have to be 
carried by federal and provincial governments. This should be 
a review in depth, but it ought to be undertaken promptly. 

In furtherance of this agreement, the conference gave consid- 
eration to a proposal to establish at once a "Tax Structure 
Committee", which would work under the auspices of the federal- 
provincial conference. 
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This committee would consist of one Minister from 
each provincial government and three Ministers from the govern- 
ment of Canada. It would have expert assistance, and would be 
charged to deliver an interim report before the end of the cur- 
rent year. This interim report would be reviewed at a further 
federal-provincial conference. The committee would be expected 
to produce a definitive report by a fairly early date in 1965. 


It was agreed that an important purpose of this 
review would be to increase the range of tax resources avail- 
able to the provinces, in order to meet their increasing re- 
sponsibilities for education and other services. 


A joint review of the tax structure is not to pre- 
judice the early solution of the urgent financial problems 
confronting the provincial and federal governments. This will 
require mutual accommodation to reconcile their expenditure 
and revenue requirements. 


All participants in the conference agreed that their 
efforts must be directed to finding mutually satisfactory 
fiscal arrangements to ensure the continued strength of both 
federal and provincial governments, working together in the 
interests of a prosperous and united Canada. 
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APPENDIX 
FEDERAL AND PROVINCIAL REPRESENTATIVES AND ADVISERS 


FEDERAL GOVERNMENT 
Rt. Hon. L. B. Pearson, Prime Minister, 
Head of Delegation 
Hon. W. L. Gordon, Minister of Finance 
Hon. M. Lamontagne, Secretary ot State 
Hon. A. J. MacEachen, Minister of Labour 


Hon. Judy V. LaMarsh, Minister of National Health 
and Welfare 


Hon. G. Favreau, Minister of Justice 
Hon. M. Sauvé, Minister of Forestry 


Hon. Harry Hays, Minister of Agriculture 


Advisers 


Mr. R. G. Robertson, Clerk of the Privy Council 
and Secretary to the Cabinet 


Mr le Kent., rolicy secretary 


Mr. G. Rouleau, Parliamentary Secretary to the 
Prime Minister 


Mr. J. E. G. Hardy, Assistant Secretary 
to the Cabinet 


Department of Finance 
Mr. R. B. Bryce, Deputy Minister of Finance 


Mr. A. S. Abell, Director of Federal-—Provincial 
Relations Division 


Mr. H.D. Clark, Director of Pension and Social 
Insurance Section 


Department of Justice 
Mr. E. A. Driedger, Deputy Minister of Justice 


Mr. D. S. Thorson, Assistant Deputy Minister of Justice 
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Department of National Health and Welfare 
Dr. G. D. W. Cameron, Deputy Minister of National Health 
Dr. K. C0, Charron, Director of Healtn services 


Dr. J. H. Horowicz, Principal Executive Ciivden, 
Health Services Directorate 


Dr. J. W. Willard, Deputy Minister of Welfare 


Mr. J. A. Blais, National Director of Family Allowances 
and Old Age Security 


Dr. L. Z. Rousseau, Deputy Minister of Forestry 


Mr. S. C. Barry, Deputy Minister of Agriculture 


PROVINCIAL GOVERNMENTS 


ONTARIO 
Hon. John P. Robarts Sbrime Piniscer 
Hon. James N. Allan, Provincial Treasurer 


Hon. Stanley J. Randall, Minister of Economics 
and Development 


Hon. Louis P. Cecile, Minister of Public Welfare 
Hon. Matthew B. Dymond, Minister of Health 


Hon. William G. Davis, Minister of Education 


Advisers 
Mr. H. E. Brown, Deputy Provincial Treasurer 


Mr. Douglas J. McClellan, Comptroller ot Revenue, 
Treasury Department 


Mr. W. J. Smithson, Director, Research and Statistics, 
Treasury Department 


Mr. Laurence E. Coward, Chairman, Ontario Pension 
Commission 


Mr. Albert E. Stacey, Director, Pensions Funds Branch, 
Treasury Department 


Mr. Stuart W. Clarkson, Deputy Minister of Economics 
and Development 


Mr. Donald W. Stevenson, Director, Economics Branch, 
Department ot Economics and Development 
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Mr. James S. Band, Deputy Minister of Public Welfare 


Mr. R. A. Farrell, Economic Research, Prime Minister's 
Department 


Mr. William Kinmond, Press Information, Prime Minister's 
Department 


Mr. W. Malcolm McIntyre, Secretary of the Cabinet 
Dr. W. G. Brown, Deputy Minister of Health 


Mr. George E. Gathercole, Co-Chairman, Ontario Committee 
on Portable Pensions 


Mr. George S. Tattle, Comptroller, Department of Health 


Dr. J. B. Neilson, Chairman, Ontario Hospital 
Services Commission 


QUEBEC 


Hon. Jean Lesage, Prime Minister 

Hon. Paul Gérin-Lajoie, Minister of Youth 

Hon. René Lévesque, Minister ot Natural Resources 
Hon. Carrier Fortin, Minister of Labour 

Hon. Eric Kierans, Minister of Revenue 


Hon. Bona Arsenault, Provincial Secretary 


Advisers 
Mr. Jean Bieler, Deputy Minister of Finance 


Mr. Roger Marier, Deputy Minister of Family and Social 
Welfare 


Dr. Jacques Gélinas, Deputy Minister of Health 
Mr. Pierre Leboeuf, Assistant Deputy Minister of Health 


Mr. Claude Morin, Deputy Minister of Federal—-Provincial 
Affairs 


Mr. L. P. Pigeon, Legal Adviser 

Mr. Marcel Bélanger, Economic Adviser 
Mademoiselle Mercédes Chartier 

Mr. Claude Castonguay, Actuary 

Mr. René Montpetit, Information Officer 


Mr. Denys Paré, Press Secretary 
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Mr. Joseph Couture, Chief of Protocol 


NOVA SCOTIA 
Hones iy obanticid, Premier 
Hon. G. I. Smith, Minister of Finance and Economics 


Hon. W. S. Kennedy Jones, Minister of Public Welfare 
Provincial Secretary 


Hon. R. A. Donahoe, Attorney General, 
Minister of Public Health 
Advisers 
Mr. John A. Y. MacDonald, Deputy Attorney General 


Mr. Innis G. MacLeod, Administrative Assistant to 
Premier 


Dr. J. S. Robertson, Deputy Minister of Public Health 

Mr. F. R. MacKinnon, Deputy Minister of Public Welfare 

Mr. E.L. Goodfellow, Deputy Minister of Finance and 
Economics 

NEW BRUNSWICK 


Hon. Louis J. Robichaud, @.C., Premier and Attorney 
General . 


Hon. L. G. DesBrisay, Minister of Finance and Industry 


Hon. H. G. Irwin, Minister of Education and Co-Chairman 
of the New Brunswick Centennial Council 


Hon. Bernard Jean, Co-Chairman of the New Brunswick 
Centennial Council 


Hon. W. R. Duffle, Minister of Youth and Welfare 
Hon. Aoi <) Richard, Minister orerupiac works 


Advisers 
Mr. J. E. Anderson, Deputy Minister of Youth and Welfare 


Mr. F. R. Drummie, Economic Adviser to the Government 
of New Brunswick 


Mr. Norman Ruff, Economist 
Mr. G. R. McElman, Executive Assistant to the Premier 


Mr. William Broad, Press Liaison Officer 
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Dr. G. V. LaForest, Legal Adviser 


MANITOBA 

Hon. Duff Roblin, Premier and Provincial Treasurer 

Hon. C. H. Witney, Minister of Health 

Hon. George Hutton, Minister of Agriculture and 
Conservation 

Advisers 

Mr. R. M. Burns, Deputy Provincial Treasurer 

Dr. Morley Elliott, Deputy Minister of Health 


Mr. Gordon Pickering, Executive Director, Manitoba 
Hospital Commission 


Mr. L. S. M. Partridge, Treasury Department 
Mr. D. R. ©. Bedson, Clerk of the Executive Council 


BRITISH COLUMBIA 
Hon. W. A. C. Bennett, Premier 


Hon. R. W. Bonner, Attorney General 


Advisers 

Mr. G. S. Bryson, Deputy Minister of Finance 

Mr. W. F. Veitch, Assistant Deputy Minister of Finance 
Mr. W. C. Budd, Executive Assistant to Premier 

Mr. G. D. Ekman, Adviser 

Mr. E. M. Gunderson, Adviser 


Mrs. K. R. Mylrea, Secretary to Premier 


PRINCE EDWARD ISLAND 

Hon. W. R. Shaw, Premier 

Hon. M. A. Farmer, Provincial Treasurer 
Hon. L. G. Dewar, Minister of Education 
Hon. H. W. Wedge, Minister of Labour 
Hon. H. B. McNeill, Minister of Health 
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Advisers 
Mr. W. E. Massey, Deputy Provincial Treasurer 


Mr. D. G. Dennis, Assistant Deputy Provincial Treasurer 


SASKATCHEWAN 
Hon. A. E. Blakeney, Minister of Public Health 


Advisers 
Mr. A. W. Johnson, Deputy Provincial Treasurer 


Mr. T. K. Shoyama, Secretary, Economic Advisory and 
Planning Board 


Dr. J. G Clarkson, Deputy Minister of Public Health 

Mr. H.S. Lee, Cabinet Secretary 

Mr. R. L. McLarty, Special Assistant to the Deputy 
Provincial Treasurer, Federal-Provincial Relations 

ALBERTA 

Hon. “E. Co Manning, Premier 

Hon. E. W. Hinman, Provincial Treasurer 

Hon. J.-D. Ross, Minister of Health 


Hon. Gordon Taylor, Minister of Highways 


Advisers 
Mr. K. Huckvalejirrovincial Audivor 


Mr. J.J. Frawley, Alberta Counsel in Ottawa 


NEWFOUNDLAND 

HOWs 0 noe WwoCd see remLer 

Hon. L. R. Curtis, Attorney General 

Hon. E. S. Spencer, Minister of Finance 

Hon. F. W. Rowe, Minister of Highways 
5 


Hon. M. P. Murray, Minister of Public Works 


Advisers 


Mr. W. M. Marshall, Comptroller and Deputy Minister 
of Finance 
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J. 


G. Channing, Secretary of the Cabinet and 


Deputy Minister of Provincial Affairs 


My 


J. 


B. Perlin, Adviser 


C. Thompson, Adviser 


Carl Goldenberg, Adviser 
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L. Vardy, Press Liaison Officer 


Roberts, Assistant Press Liaison Officer 


SECRETARIAT 


E. G. Hardy, Secretary 

C. Aquilina, Executive Secretary 
Garner, Assistant Secretary 

D. Allen, Assistant Secretary 

H. Clark, Assistant Secretary 

R. Roy, Assistant Secretary 
O'Hagan, Press Liaison Officer 
Brady, Press Liaison Officer 
Regan, Special Services 

Groulx, Administrative Officer 


Villeneuve, Administrative Officer 
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De gauche a droite: l’hon. E.C. Manning, Premier ministre de ]’Alberta; l’hon. W.A.C. 
Bennett, Premier ministre de la Colombie-Britannique; l’hon. D. Roblin, Premier ministre 
du Manitoba; l’hon. R.L. Stanfield, Premier ministre de la Nouvelle-Ecosse; l’hon. 
J.P. Robarts, Premier ministre de l’Ontario; le trés hon. L.B. Pearson, Premier ministre 
du Canada; l’hon. Jean Lesage, Premier ministre du Québec: l’hon. L.J. Robichaud, 
Premier ministre du Nouveau-Brunswick; l’hon. W.R. Shaw, Premier ministre de ]’Ile du 
Prince-Edouard; l’hon. J.R. Smallwood, Premier ministre de Terre-Neuve. 
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